Abstract
The paper introduces to the capital budgeting literature the problem of how to select the amount of capital required to exploit a stock resource, Simulation is used to examine the solutions of a discounted cash flow, pretax model of venture profit. The Thus Equation (2) In all of the cases we have examined the combined effect of taxes and the quadratic tax shield is to push the profit function down and to the right as in Figure 4 and to increase investment in X, again a counterintuitive result. Notice that =-r [exp (-20r/X)] > 0.
X"* And since < r < 1 and X >_ 1 , then -320r < 320X.
Thus the second-order condition is negative for all X >_ 1 and all r.
Q.E.D 
